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I[1l. Provisions of This InterimFinal Rule Wth Conmment
Peri od

A. Changes Relating to the BBRA 1999 Public Comments

Except for the changes discussed in the preanble, we
are adopting the BBRA 1999 provisions inplenented in the
April 7, 2000 final rule with conment period and the
August 3, 2000 interimfinal rule wwth comment period,
described in section Il of this preanble, as final wthout
nodi fication. W are naking the follow ng changes to the
regul ation text as a result of the public conmments
recei ved:

W are revising 8 419.41(c)(4)(i) to provide that,
effective January 1, 2001, when nultiple APCs for a single
drug or biological are furnished to a beneficiary on the
sane day, the inpatient hospital deductible limtation on
coinsurance will be applied to the aggregate coi nsurance
for the drug or biological. The section is further revised
to provide that, effective July 1, 2001, the coinsurance
anmount for the procedure or service that resulted in the
adm ni stration of the drug or biological wll be aggregated
wi th the coinsurance for the drug or biological in applying

the limt.
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We are revising 8 419.70(f)(2)(ii) to renove the
phrase "w thout applying the cost reductions under section
1861(v)(1)(S) of the Act". W recognize that the phase may
have i nadvertently caused confusion to the extent it is
redundant, as pointed out by a commenter.

B. Annual Updates to Conponents of the Hospital Qutpatient

Prospective Paynent System

In this interimfinal rule with comrent period, for
cal endar year 2001, we are updating the wage index and the
conversion factor adjustnent for covered hospital
out patient services furnished begi nning January 1, 2001.
We al so are updating the existing APC groups to reflect new
codes that have been assigned. In accordance with section
1833(t)(9) (A) of the Act and section 201(h)(2) of the BBRA
1999, we will undertake a conplete systemupdate in 2001
for hospital outpatient prospective paynents. That update
will take effect on January 1, 2002. W wll consult with
an expert outside advisory panel conposed of appropriate
representatives of providers. This panel will review and
advi se us concerning the clinical integrity of the APC
groups and relative weights. The panel will be allowed to
use data other than those we have coll ected or devel oped

during our review of the APC groups and rel ative wei ghts.
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1. APC G oups

W are updating the existing APC groups effective
January 1, 2001 to reflect the addition of new CPT and
al pha-nuneric codes, the deletion of invalid codes, changes
to the list of procedures we pay for only in an inpatient
setting (the "inpatient list"), the creation of a new
status indicator, newly covered procedures,
reconfigurations due to the inclusion of device costs, and
revisions to correct errors and provide consistency in the
pl acenent of codes.
a. New codes

There are 936 new codes, 645 of which are "C' codes.
"New' in this context means new since the April 7, 2000
final rule with cormment period was published. Many of the
"C'" codes were published in program nenoranda over the
i ntervening nonths. New codes are shown in Addendum B with
an asterisk in the colum preceding the code.
b. Deleted codes

Wth the exception of "C' codes, codes deleted
effective January 1 of each year are given a 3-nonth grace
period in which they will still be recognized. "C' codes
are tenporary codes used exclusively to bill pass-through

itens and new technol ogy services and itens paid under the
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hospi tal prospective paynent system W wll retire these
codes prospectively at the start of a new cal endar quarter
based on specific service dates and are not extending the
sane 3-nonth grace period to them W wll drop all non
"C'" codes from APCs effective April |I. Deleted codes are
shown in Addendum B. They are followed by the letter D.
The AMA's CPT books also |ist deleted codes.

c. Revisions to correct errors or inconsistencies

We are revising the APCs in order to correct errors
and to provide greater consistency in the placenent of
codes. For exanple, we had assigned various types of
cardi ovascul ar diagnostic tests to four APCs, with rates
based on data that, on subsequent review, appeared |imted.
W are recategorizing these APCs. This recategorization
results in three APCs with greater clinical coherence.

Medi care covers influenza, pneunococcal, and
hepatitis B inmuni zations routinely, with no copaynment or
deducti bl e due for flu and pneunoni a vaccines or their
adm nistration. Oher vaccines may be covered in certain
ci rcunstances, but are, in fact, given so infrequently that
our cost data are limted. W are rearranging the
preventive vaccines and assigning the less frequently

furni shed vacci nes based on their reported costs, but
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within a smaller range. W expect very few i nmuni zati ons
ot her than influenza and pneunonia to be billed, but if
they are billed, we will update our data.

We al so are changing the APCs to which bone density
studies are assigned. The codes used in 1996 captured both
central and peripheral bone density studies. Coding
changes since that tinme have separated the two types of
studies, but this distinction was not reflected in the 1996
data. In order to better reflect these differences, we are
separating the various codes and assigning central dual
energy x-ray absorptionetry (DEXA) bone density studies to
a new technol ogy APC.

We did not include the codes for transfusion
| aborat ory services (for exanple, typing and crossmnat chi ng)
in APCs in the April 7, 2000 final rule with comrent
period. W are now creating three APCs to capture these
codes, and an additional APC to capture fertility
pr ocedur es.

d. Device-rel ated codes

As described in the April 7, 2000 final rule with
comment period, revenue centers 274, 275, and 278 were not
i ncl uded for purposes of calculating the APC rates because

prior to the BBRA 1999, we anticipated paying for durable



167
medi cal equi pnent and prosthetics (including inplantable
devi ces) outside of the outpatient prospective paynent
systemand it was unfeasible to revise our database to
reflect the revenue centers in time to publish a final rule
and i npl enent the prospective paynent system by July 1,
2000. To reflect the inclusion of inplantable devices as
requi red under the BBRA 1999, we have recal cul ated APC
rates with these revenue centers included. As a result,
the nedi an cost for certain procedures such as inserting
pacemakers, replacing | eads, and providing neurostinulators
i ncreased significantly.

In order to recogni ze these cost increases, which are
attributable to the devices, and to aid in the assignnment
of devices to APCs at the end of the pass-through period,
we are reconfiguring certain APCs. That is, we are
creating APC groups for the insertion of pacenakers, the
repl acenent of pacemeker el ectrodes, the inplantation of a
pacenmeker and el ectrodes, and the renoval of a pacenaker.
These changes reflect our basic criteria that procedures
wi thin an APC group be clinically simlar and conparable in
terms of resources, with the highest cost itemor service
within a group being no nore than 2 tines greater than the

| owest cost itemor service within the same group.



168

e. Inpatient codes noved to the outpatient setting

In response to nunerous requests, we reviewed the
conposition of the inpatient list. Wile we continue to
believe that we have the majority of the codes assigned
properly, for the reasons discussed in section II11.B.2. we
are persuaded to nove a nunber of codes to the outpatient
setting. W are able to place nost codes into closely
rel ated APCs.
f. "Two-tinmes" rule

The BBRA 1999 required us to ensure that no APC
cont ai ns codes such that the highest nmedian cost in the APC
exceed twi ce the | owest nedian cost. W undertook an
analysis of APCs in relation to this requirenent as part of
the 2001 update. (Note that the |aw provides for
exceptions based on | ow vol une and ot her reasons. W
consider a code that captures fewer than 2 percent of the
services within an APC to be | ow volune, and we disregard
codes for unlisted services or procedures, since we do not
know what service or procedure was billed.) For exanple,
noving a radical mastectony code fromthe inpatient list to
a breast procedure APC caused the group to fail the two-
times test. In another instance, as described above, we

packaged costs associated with inplantable devices into the
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rel evant procedure codes. This change would al so cause
device-related APCs to fail the two-tinmes test. For these
situations and others that failed the two-tines test, we
are reconfiguring the APCs appropriately.

g. Inpatient codes noved to outpatient and affected by
devi ce

Seven codes rel ated to vascul ar and neur ol ogi cal
procedures were noved fromthe inpatient list into APCs,
that were then split according to device use, in response
to conments.
h. New y covered codes

The updated APCs reflect recent HCFA decisions to
provi de Medi care coverage for an el ectrical bioinpedance
procedure and three nagneti c resonance angi ography
services. The codes for these newy covered services are
MD302 and 71555, 73725, and 74185, respectively.
i. Pass-through requests for drugs

Since publication of the April 7, 2000 final rule with
comment period, we have received additional requests for
pass-through status for a nunmber of drugs. The codes for
the additional eligible pass-through drugs are shown in

Addendum B
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The following table contains a listing of the changes

in the APC groups discussed above.



Summary of Changesto APCs

171

CHANGESTO APC PLACEMENT OF EXISTING CODES

NEW Revisions or Device-related Inpatient moved to | “Two- Inpatient Newly Pass-through
CODES correctionsof errors | codes outpatient times’ rule | codes covered requests for
moved to codes drugs
outpatient
and
affected by
device
936 codes 111 codes changed 87 codes changed 56 codes changed 25 codes 7 codes 4 codes 4 codes changed
added, 645 of (12 as of 8/1/2000) changed changed changed
which are
“C” codes
Denoted by APCs APCs APCs APCs HCPCS HCPCS HCPCS
asterisk in 0004, 0087, 0099, 0082, 0083, 0089, | 0005, 0020, 0021, 0028 and 37620 71555 J1650
Addendum B | 0100, 0102, 0123, 0091, 0093, 0103, | 0029, 0046, 0050, 0029 35011 73725 J2770
0282, 0340, 0342, 0104, 0105, 0106, | 0081, 0114, 0115, 36834 74185 J1810
0346, 0347, 0348, 0107, 0108, 0109, | 0120, 0121, 0162, 61880 M0302 J7315
0349, 0354, 0356, 0115, 0119, 0124, | 0165, 0194, 0195, 61888
0602, 0761, 0970, 0185, 0224, 0225, | 0198, 0216, 0254, 33284
0971, 0974, 0976, 0226, 0227, 0228, | 0256, 0263, 0264, 63741

1044, 1401, 1402,
1403, 1404, 1405,
1406, 1407, and 1409

0229, 0256, and
1002

0279, 0280, 0970,
0974, and 0981.
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Addenda A and B refl ect changes to the APC groups,
effective January 1, 2001. Addendum C, entitled "Hospital
Qut pati ent Departnent (HOPD) Paynment for Procedures by APC,
Cal endar Year 2001," is not published in this interimfinal
rule with comrent period, but will be posted on our website
at http://ww. hcfa. gov/ nedl earn/refopps. ht m Addendum C
will display data simlar to those contained in Addenda A
and B, but sorted by APCs with each procedure code |listed
that is assigned to the APC
2. lnpatient Procedures List Update

In the preanble to the April 7, 2000 final rule with
coment period, we indicated that, as part of our annual
updat e process, we woul d update the procedures on the
inpatient list. The first annual revision of this list is
effective on January 1, 2001. W are renoving 44
procedures fromthe list and placing themin APCs.
(Several procedures that were inadvertently left on the
inpatient list in the April 7, 2000 final rule with coment
period were renoved fromthe |ist and placed in APCs in
August 2000.) The revised list is included in Addendum E.

W have attenpted to limt the inpatient only list to

t hose procedures that, in current medical practice as
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understood by our clinical staff, require inpatient care,
such as those that are highly invasive, result in nmajor
bl ood | oss or tenporary deficits of organ systens (such as
neur ol ogi cal inpairment or respiratory insufficiency), or
otherwi se require intensive or extensive postoperative
care. Insofar as advances in nedical practice mtigate
concerns about these procedures being performed on an
outpatient basis, we will be prepared to renove them from
the inpatient Iist and provide for paynent under the
hospital outpatient prospective paynent system
Since the April 7, 2000 final rule with comment period was
publ i shed, we have received requests to nove a nunber of
procedures fromthe inpatient |ist because, based on
medi cal evi dence, the procedures can be perforned safely in
a hospital outpatient setting. These included breast and
ot her cancer procedures, repairs of facial trauma, many
ort hopedi ¢ procedures, several vascul ar procedures, and
some genito-urinary procedures.

Anong the procedures we are renoving fromthe
inpatient list and placing in APCs as a result of these
requests are excision of chest wall tunors, several

ort hopedi c repairs, vascul ar procedures, and ureteral
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endoscopi es. W are noving overni ght pulse oxinetry from
the inpatient |ist to packaged status. W also are noving
several conparable procedures, for exanple, related
ureteral endoscopies.

At this tine, we are not renoving fromthe inpatient
| i st various spinal procedures, including osteotomes and
| am nectom es. W al so are not renoving several open
abdom nal and retroperitoneal procedures fromthe inpatient
| i st because many of these procedures invol ve prol onged
i nvasion of the thoractic cavity, the peritoneum or the
retroperitoneal space. Patients undergoing these
procedures typically require prolonged postoperative
nonitoring. Moreover, the information provided to us by
requesters did not provide convincing evidence that these
procedures are currently being perfornmed or can be safely
performed in an outpatient setting. However, we are aware
that, with advances in technol ogy and surgical techniques,
many of these procedures may eventually be perforned safely
in a hospital outpatient setting. W wll continue to
review all the procedures on the inpatient list and wll
consi der additional requests to nove specific procedures to

the outpatient setting. W ask that these requests contain
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detailed rationale along with nedi cal evidence that the
procedure may be perfornmed safely in an outpatient setting.

W note that, in sone instances, requests for renoving
a particular procedure fromthe inpatient Iist nay have
resulted froma m sunderstandi ng about appropriate coding.
Less invasive versions of the procedure on the inpatient
list may be in an APC. The presence of certain
t horacoscopies on the inpatient list, for exanple, does not
nmean that no thoracoscopy wll be paid under the outpatient
prospective paynment system

W al so were asked to nove several procedures from
APCs to the inpatient list. Because of the rapid advance
in technol ogy and surgical techniques nentioned above, we
believe that if procedures have been assigned APCs, we
shoul d not reverse that status unless it becones obvious
that we have nmade an error. Thus, we are noving to the
i npatient setting only one of the codes for which we
received a request (open treatnment of a knee di sl ocation,
whi ch requires nore than outpatient postoperative
nonitoring), and two other codes (for nephrectony with
total ureterectony and for escharotony) that had been

assigned APCs in error.
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Beginning in April 2001, we will, if warranted, revise
the inpatient list at |least quarterly to better reflect
changes in nedical practice that permt procedures that
were previously perforned only in an inpatient setting to
be safely and effectively performed in an outpatient
setting. In the April 7, 2000 final rule wth comment
period, we discussed our intent to revise the list as part
of the annual update of APCs and asked that interested
parties advise us of procedures that can be perfornmed in an
outpatient setting. Since we will be making quarterly
updates to the outpatient prospective paynent system for
ot her purposes, we will also change the inpatient |ist
quarterly, if warranted. Generally, because of systens
limtations, 3 nonths or nore are required after a decision
is made before we can inplenent a change.

The inpatient list was not a result of a provision of
the BBRA 1999; it was included in the Septenber 1998
proposed rul e and we responded to conments and nade the
provision final in the April 7, 2000 final rule with
coment. Accordingly, we did not request conments on our
policy on the establishnment of the inpatient list at that

time. Nonetheless, we received a nunber of comments
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concerning the existence of this list, the provisions for
updating it, and its inplications for other Mdicare
paynment systens. W will consider these comments and
expect to discuss the matter further in the proposed rule
updati ng the hospital outpatient prospective paynent system
for 2002, which we will publish in the spring of 2001.

3. \Wage | ndex Adjustnent

Under section 1833(t)(2)(D) of the Act, we are
required to determ ne a wage adj ustnent factor to adjust,
in a budget neutral manner, the portion of the paynent rate
and the coinsurance anmount that is attributable to |abor-
rel ated costs for relative differences in |abor and | abor-
rel ated costs across geographic regions under the hospital
out pati ent prospective paynent system

In the April 7, 2000 final rule with conment peri od,
we specified, in regulations at §8 419.43(c), that each year
we use the hospital inpatient prospective paynent system
wage i ndex established in accordance with 42 CFR Part 412
to make a wage adjustnent for relative differences in | abor
and | abor-rel ated costs across geographi c areas under the
hospital outpatient prospective paynent system W note

that, by statute, we inplenent the annual update of the



178
hospital inpatient prospective paynent systemon a fiscal
year basis. However, we update the hospital outpatient
prospective paynent systemon a cal endar year basis.
Therefore, the hospital inpatient prospective paynent
system wage i ndex val ues established for urban and rural
areas and for reclassified hospitals published in the
Federal Register on August 1, 2000 (65 FR 47149 t hrough
47157) are being applied for wage adjustnents under the
hospital outpatient prospective paynent system effective
January 1, 2001. The fiscal year 2001 hospital inpatient
wage index reflects the effects of hospitals redesignated
under section 1886(d)(8)(B) of the Act and hospital
recl assifications under section 1886(d)(10) of the Act.
After publication of the hospital inpatient wage index
val ues for fiscal year 2001 on August 1, 2000, we
di scovered several errors in the values for severa
geographic areas. The correct wage index values for al
areas are republished in Addenda F, G and H of this
interimfinal rule with cormment peri od.

In this interimfinal rule with corment period, we are
establishing the nethodology that we will use in making

adj ustnments for area wage differences for services
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furnished in the Virgin Islands. W note that a hospital

i npatient prospective paynent system wage index value is
not calculated for the Virgin Islands because there are no
hospitals |l ocated in that area that are paid under the

i npati ent hospital prospective paynent system Because the
wage i ndex that we adopted in our April 7, 2000 final rule
wi th comrent period does not include a value for adjusting
wage differences for the Virgin Islands, we will use the
wage i ndex for the Virgin Islands as cal cul ated for the
skilled nursing facilities prospective paynent systemto
make this adjustnment. The skilled nursing facilities
prospective paynment system uses the inpatient hospital wage
i ndex data to adjust its prospective paynent rates for the
sane fiscal year (that is effective OCctober 1, 2000) as
covered by the hospital inpatient prospective paynent
system wage i ndex values. As stated in the July 31, 2000
skilled nursing facilities prospective paynent system fi nal
rule (65 FR 46770), "The conputation of the wage

i ndex...incorporate[s] the | atest data and net hodol ogy used
to construct the hospital wage index. For these reasons,

t he wage i ndex adjustnent that we will apply to the Virgin
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| sl ands for services furnished on or after January 1, 2001
is 0.6306.

Al t hough the wage index for skilled nursing facilities
is based on a fiscal year beginning Cctober 1, we wl|
apply the wage index factor for the Virgin Islands that
goes into effect on October 1 of each year to the hospital
out pati ent prospective paynent system services furnished
during the follow ng cal endar year. This is consistent
w th how we apply the hospital inpatient prospective
paynent system wage i ndex values to the hospital outpatient
prospective paynent system servi ces.

Consi stent with the nethodol ogy applicable for
services furnished in 2000 (on or after August 1, 2000), in
maki ng adj ustnents for area wage differences for services
furnished in 2001, we will recognize 60 percent of the
hospital's costs as | abor-related costs that are
st andardi zed for geographic wage differences.

4. Conversion Factor Update

Section 1833(t)(3)(C)(ii) of the Act requires us to
update annually the conversion factor used to determ ne APC
paynent rates. Section 1833(t)(3)(C(iii) of the Act

provi des that the update be equal to the hospital inpatient



181

mar ket basket percentage increase applicable to hospital
di scharges under section 1886(b)(3)(B)(iii) of the Act,
reduced by one percentage point for the years 2000, 2001,
and 2002. Thus, the update to the outpatient hospital
prospective paynment system conversion factor for 2001 is
2.4 percent (3.4 percent minus 1 percent).

In accordance with section 1833(t)(9)(B) of the Act,
t he conversion factor for 2001 al so has been adjusted to

ensure that the revisions we made to update the wage i ndex
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181-182
are made on a budget-neutral basis. A budget neutrality
factor of .9989 was cal cul ated for wage i ndex changes by
conparing total paynents from our sinulation nodel using
the wage index values that will be effective
January 1, 2001.
The mar ket basket increase of 2.4 percent for 2001 and
the required budget neutrality adjustnent calculated to be

.9989 result in a conversion factor for 2001 of $49.596.
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